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WHERE HAS IT COME FROM AND WHERE 
WILL IT GO-THE "SACRED COW" 
OF HISTORICAL COSTS?
By CATHERINE E. MILES, Ph.D., M.S., B.S., Atlanta Chapter, ASWA
Accounting writers have referred to 
“sacred cows” in accounting on several oc­
casions. The idea, of course, is an interpre­
tation of a Hindu religious belief. The 
interpretation: cows are “sacred”, it is a 
sacrilege to kill one. The same type of rea­
soning has been applied to certain account­
ing practices and procedures — it is a 
sacrilege to kill (by changing) one of them. 
It might be interesting to go behind the 
“interpretations” and see what caused some 
of the beliefs.
In India, the cow has been allowed many 
privileges, primarily because of economic 
differences. It is difficult for an American 
to realize the great value of a cow to an 
Indian family—that is, a live one not a 
dead one. It serves as a beast of burden; 
a means of transportation; a source of fuel 
for cooking and heating; a provider of a 
basic construction material; and also, as 
a milk supply for the family. As long 
as the cow is alive, the family can live much 
better and for a longer period of time than 
they could if they killed the animal and had 
one big feast.
Perhaps we can refer to the Indian cow 
as “sacred” then, but the reason arises from 
necessity rather than blind faith. Perhaps 
some accountants have been right, too, in 
referring to the “sacred cows” of account­
ing, for have not accounting practices and 
procedures been governed by need rather 
than blind faith? This does not mean that 
accounting is or has been static. In fact, 
just the opposite is true since accounting 
must change to meet the needs of a dynamic 
economy.
The accounting practice of using histor­
ical costs has been regarded by accountants 
generally as “sacred” because of the neces­
sity of keeping records based on objective 
facts rather than subjective expectations. 
If there is a demand for a change, and a 
satisfactory method can be found for chang­
ing, accountants should not be blind to the 
fact that their work is based on need and 
not on inherited practices and procedures. 
Just as the Indians see the need of keeping 
cows alive, accountants generally see the 
desirability of conforming to certain well 
established procedures and practices until 
more acceptable methods can be established.
Many articles have been written since 
1940 regarding the alleged fallacy of not 
making adjustments for price level changes. 
The charge has often been made that the 
ultra-conservative accountant is entirely 
unaware of price level changes and goes 
merrily along his way using historical 
costs data and thereby producing a hodge­
podge balance sheet and statement of in­
come and expenses. The idea of making 
adjustments for changes in the price level 
is not entirely new. During and after World 
War I, there was a period of great pros­
perity when businesses were faced with a 
problem similar to the one today. In many 
cases, assets were written-up to conform to 
appraisal values. Accountants generally, 
however, did not accept this as good account­
ing procedure as it did not conform to the 
principle of conservatism. After the 1920’s 
came the great depression of the 1930’s and 
business and accountants were faced with 
the problem of having assets on the books 
at highly overvalued amounts per appraisal 
values. Accountants were not as reluctant 
to write down assets, though, as they had 
been to write up assets a short time before, 
as the write-down was considered a conser­
vative gesture.
With the outbreak of World War II and 
general price increases of the 1940’s, ac­
countants were again faced with the prob­
lem of asset valuations and, of course, the 
repercussions on the profit and loss state­
ment. What should be done? Keep up the 
practice of “up-we-go, down-we-go,” stick 
strictly to a cost basis, or find some more 
satisfactory way?
Even though the price level adjustment 
idea is not a new one, more interest has 
been placed on it in the last few years than 
in the 1920’s and 1930’s. Several factors 
have contributed to this impetus:
(1) Increased interest in the statement 
of income and expense For many years 
the most important statement rendered 
management and stockholders was the bal­
ance sheet. Gradually a change has taken
(Continued on page 7)
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COST ACCOUNTING AT GERBER'S
By HART ANWAY, Comptroller, Gerber Products Co.
Cost accounting in use by the Gerber 
Products Company does not differ from the 
fundamental principles of cost accounting, 
but does, perhaps, have some peculiar ap­
plications of its own which differ from the 
general run of cost accounting systems.
One of the peculiarities of the Gerber 
Cost Accounting system is that the general 
ledger account classification includes “Ac­
cumulated Pack Cost” accounts. These ac­
counts are general ledger control accounts 
and receive the total charges for materials, 
direct labor and overhead charged to cost 
of products produced. An “Accumulated 
Pack Cost” account is carried in the cost 
of sales section of the general ledger for 
each “line” of products. A “line” of products 
consists of those items packed in the same 
type and size container and sold at the 
same price. Detail pack cost reports are 
prepared for each item in the “line”. The 
totals of these detail pack costs are in agree­
ment with their related “Accumulated Pack 
Cost” control account at all times. These de­
tail pack cost reports are the “cost ledger” 
as well as cost reports, and furnish the nec­
essary cost data used in the determination 
of finished inventory valuations.
Finished goods inventory valuations are 
computed monthly and are carried only on 
the books of the home office. Differences be­
tween the beginning and ending of period 
finished goods inventories are charged to 
cost of sales accounts established for that 
purpose in the home office books. Thus cost 
of sales for statement purposes is deter­
mined by the total balances of “Cost of 
Sales” (representing beginning less ending 
inventory) and “Accumulated Pack Cost” 
accounts. We do have other cost of sales 
accounts to isolate certain charges, but an 
explanation, herein, would only confuse the 
general picture of our cost system.
Production cost at Gerber’s is on an 
actual cost basis with distribution to prod­
ucts sometimes on a direct charge basis and 
sometimes on a departmental processing ba­
sis. For example, materials and labor ap­
plicable to a single product are charged to 
that product, but materials and labor ap­
plicable to a common process and more than 
one product are charged first to that com­
mon process and then allocated to the in­
dividual products on the basis of units 
produced and contents per unit produced 
where applicable. Indirect production ex­
penses are applied to production cost on a 
unit basis with the same rate applied to all 
products within the same “line” or products.
Production material cost charged directly 
to products produced includes purchased 
cost, plus transportation, plus certain stor­
age charges. In general, such storage 
charges are those comparable to amounts 
which would be included in the material pur­
chase price had such materials been pur­
chased after storage by vendors, instead of 
storage in Gerber’s own cold storage ware­
houses.
Our cost system is actual rather than 
standard because: (1) there is considerable 
variation in the yield of raw materials of 
vegetables and fruits; and (2), while quan­
tities of certain raw materials are delivered 
under contract prices, considerable quan­
tities of vegetables and fruits are pur­
chased on the open market just prior to har­
vest time and these prices may vary wide­
ly within short periods of time. We do, 
however, have many computed standards of 
performance with which actual performance 
is compared for the purpose of not letting 
actual cost get out of line without knowing 
the reason why.
This brief outline is only intended to con­
vey the general idea of the cost system in 
use by Gerber Products Company without 
going into the details of operational ap­
plication.
* * *
(Continued from page 6) 
place. Now more emphasis is placed on the 
statement of income and expenses. This 
seems to be a natural change for corpora­
tions are usually evaluated as going con­
cerns with unlimited life and the investing 
public is more interested in what the com­
pany is making (its net profit figure) than 
it is in total assets of the corporation.
(2) Desire for lower taxes A theory 
has been promulgated that sales on an in­
come statement are shown at current price 
level figures but the write-off for depreci­
ation based on historical cost (in the 1930’s 
for example) may be at a figure that is much 
below the current price level, thus causing 
the company to over-state its profit. There­
fore the company is forced to pay taxes on 
more than its actual earnings.
(3) Accelerated depreciation There is 
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an old saying that “You can’t have your cake 
and eat it too,” but some companies have 
attempted to do that by using accelerated 
depreciation during the recent war period 
and then later, even though the asset had 
been fully depreciated, wanted to put the 
asset back on the books at an appraised 
value. Companies desiring to do this have 
said that profits in future accounting per­
iods will be over-stated because of lack of 
depreciation charges.
(4) Net income: a matter of public inter­
est Once, the owner was the only one direct­
ly interested in the profit figures of a bus­
iness. Now many businesses have grown and 
become so complex that various groups are 
directly interested in profit figures. Cred­
itors, prospective investors, and labor, as 
well as management and stockholders, are 
all directly concerned with “net profit.” The 
interest of one group may be satisfied by 
writing off costs based on historical data 
but another group may clamor for adjust­
ments to costs based on the current price 
level.
(5) Constant upward trend in price level 
Many people are optimistic enough to think 
that there will never be another major eco­
nomic depression. They, therefore, insist 
that assets should not be left on the books 
at the absurdly low figures shown by using 
historical costs when a company has total 
assets much above the amount shown, ac­
cording to current appraisal values.
(6) Managements’ need for economic 
data Accountants are now being called 
upon to furnish owners and management 
with essential economic data. Statements 
and reports ordinarily prepared based on 
historical costs have been said to lack eco­
nomic reality as no provisions have been 
made for price level changes or fluctuations 
in the monetary system.
Current Problem
The problem at present seems to be: 
Should accounting statements be adjusted 
for price level changes ? If so, how are they 
to be adjusted?
Accrual accounting places great emphasis 
on the matching of current costs and current 
revenues. Without some adjustments for 
price level changes, does the income state­
ment show a matching of current costs and 
current revenues or is there often a match­
ing of cost allocations of prior periods with 
revenues of current periods? If the latter 
is true, does the “net income” figure actu­
ally represent income received by the com­
pany or does it represent a combination of 
income plus (or minus) profit (or loss) due 
to changes in the price level?
There is also another approach to the 
problem. The statement has often been 
made that the income of a company can not 
be measured accurately on an annual basis 
but can be determined only upon termina­
tion of the business. Then, looking back, 
computation of the company’s earnings can 
be made. If this is the correct approach, 
should annual income reported in the state­
ments be adjusted for price level changes?
The ideas noted above are not intended 
to represent answers to the problem but 
only to raise questions for further thought. 
However, at least two means (with varia­
tions) have been suggested for adjusting 
accounting figures for price level changes:
(1) Index Numbers The use of index 
numbers to adjust for price level variations 
has been discussed in many articles lately. 
Those who favor the use of index numbers 
say that statements adjusted thereby are 
more meaningful as there is a better match­
ing of current cost and current revenue 
with a more realistic net income figure. 
Some of the objections to the use of index 
numbers are as follows:
(a) Lack of general agreement on the 
type of index number to be used
(b) A statistical index number may be 
representative of the whole but not 
representative of each member of 
the sample
(c) Adjustments for small changes are 
ineffective
(d) As the time period is extended, ad­
justment tends to be less accurate
(e) Use of index numbers may confuse 
the results of the skill of managerial 
decisions with general price move­
ments
(2) Use of Replacement Cost of Specific 
Types of Assets This method was discussed 
very aptly in the American Accounting As­
sociation’s Supplementary Statement No. 2. 
Such adjustments might be very desirable 
from a managerial standpoint but highly 
questionable by accountants because of the 
lack of objective data. The practice of 
using objective data for recording business 
transactions is, perhaps, another “sacred 
cow” in accounting but if there is deviation 
from this practice, at what point will the 
recording of subjective data stop?
Probably each person in accounting has 
his own ideas on the solution to the problem. 
Here is another one: Is it possible that we 
are keeping our records satisfactorily but 
(Continued on page 9)
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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., San Francisco, California
A recent article on the valuation of future 
interests for estate and gift tax purposes 
draws an analogy between the mathematical 
computation of the odds in a game of chance 
and that which is used to determine the 
value of a future interest such as a rever­
sion or remainder of an estate for years 
or life.
It is interesting to pursue the reasoning 
on which valuation theory is based. There 
are two considerations—chance and dis­
count. Let us explore the avenue of chance.
Example 1—Suppose X bets Y that Y 
can’t throw two heads in succession. What 
odds should Y get ? There are four different 
ways two coins can be tossed in succession: 
head-head, head-tail, tail-head, and tail-tail. 
Only the first one wins for Y. Y has one 
chance in four, then, so Y should get odds 
of 3 to 1. If X puts up $3.00 and Y puts 
up $1.00, Y’s expectation is ^4 x 4, or $1.00. 
Y pays a dollar for a right worth a dollar.
Y figures the worth of his expectation by 
multiplying together the amount he can win 
and the chance he will win. The fraction 
he uses to express his chance of winning 
is made up as follows:
Number of ways to win
Total number of ways it can happen
Example 2—What are the odds there is 
a “7” in the first two numbers on your 
license plate? The total number of possi­
bilities is 100 (all the numbers from 00 
through 99). There are 19 winning possi­
bilities: 70 through 79; and 07, 17, 27, 37, 
47, 57, 67, 87, and 97. So the chance is 
expressed by the fraction 19/100.
Example 3—Suppose Mary and Jane are 
joint tenants with right of survivorship in 
Blackacre, worth $100,000. The chances are 
3 to 1 (according to a mortality table) that 
Mary will outlive Jane. What is the value 
of Mary’s survivorship right? In making 
this computation we must forget about the 
passage of time as it comes under the “dis­
count” factor. Be careful when dealing 
with odds like “3 to 1” as these odds mean 
3 chances out of 4 and the fraction to be 
used is ¾, not 2/3. Mary’s right is worth: 
$100,000 x ¾ = $75,000. Jane has only 
one chance in four of being the survivor so 
her right is worth $100,000 x ¼ or $25,000. 
Winning chances plus losing chances equal 
total number of ways it can happen.
Another interesting examination of the 
theory of valuations is discussed in a recent 
Prentice-Hall publication as it applies to the 
valuation of a savings in costs and taxes in 
terms of sales equivalents. For example, 
the article assumes a profit margin on sales 
of 20% and notes that a tax saving of 
$1,000 at the 52% corporate rate will net 
as much as an increase in sales of $10,417. 
A cost saving of $1,000 is equal to a sales 
increase of $5,000. To get the equivalent 
in sales (or other trade or business receipts) 
of a cost saving of any amount, the follow­
ing formula applies:
Sales Value = Cost Saving ÷ % 
Profit Margin
The sales value of an employee’s sug­
estion that saves $5,200 a year, if the profit 
margin is 9.7%, would be $53,608—$5,200 
divided by 9.7%.
To get the equivalent in sales of a tax 
saving of any amount, use the following 
formula:
Sales value =
Tax Saving ÷ (1 minus % Tax Rate)
% Profit Margin
A tax saving of $5,200 with a profit mar­
gin of 9.7% and a tax rate of 52% results 
in a sales equivalent of $111,684. *
* * *
(Continued from page 8) 
presenting the information in an outmoded 
manner? The financial reports presented 
to stockholders and the public today are 
practically the same as the type used many 
years ago for reporting to the “manager­
owner.” Since the financial reports made 
public today are not at that time being used 
as reports to the “manager-owner” but as 
reports to future investors, labor, stockhold­
ers, and the public, surely the information 
can be presented in some other form that 
will be more acceptable and more enlight­
ening to the parties now interested in pub­
lished reports. There seems to be an open 
field for the re-working of accounting state­
ments to show how the company stood at the 
beginning of the year, what changes have 
taken place and how, and the position of the 
company at the end of the period.
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